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Sm me nme ee ee 


The Aftermath 


In the very early days of the war, we remember making a remark to 





one of our prominent members, that, “We were not afraid of the outcome 
of the war, but we were concerned about the aftermath’, and we still are. 
Most people, when this is mentioned, take the view that the big job is the 
winning of the war, and we agree, but we do think that it is also the job of 
each one of us to be concerned about what will happen after the war is 
over, and to do something concrete about this situation now. While it is 
undoubtedly a fact that so much work will have to be done when this war 
is over that there should be no surplus employment, this doesn’t alter the 
fact that there will be a serious situation in the transferring of our war 
economy to a peace economy unless we plan well now. You ask, what can 
we do until the war is won? Without going into details, which are a matter 
of conjecture, we can discuss this important matter and lay plans which will, 
if nothing else, alleviate the situation and make the transition of short 
duration during which time no hardships will be suffered. We cannot allow 
our people to become the victims of another slump or depression. Some- 
thing has to be planned and the plans adopted will probably shake up many 
of us. The old order has gone, gone for ever, even if many of us are not 
willing to realize that fact. No longer can we allow a minority of the 
people to live in comparative luxury while the majority search in vain for 
a means of livelihood. That system too has gone for ever and we might 
just as well realize it and do some tall thinking and planning now so that 
the plans adopted can be put into operation immediately the war is over. 
It isn’t much use asking what plans shall we adopt, that can only be 
determined by real study and by a realization that “the old order changeth” 
and that no longer can masses of the population be thrown out of employ- 
ment with little hope of new employment for some time to come. It must 
be our job, yours and mine, to see to it that such conditions never again 
exist. Freedom from want and freedom from fear should not be just empty 
slogans for wartime but something really tangible for peace, for all time. 
BUT, we must plan now and continue to plan so that these freedoms may 


become actualities without the muddle that existed all over the world after 


the last war. 
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ACROSS THE SECRETARY’S DESK 


Across the Secretary's Desk 


A week or so ago I had a visit from an Edmonton member in the person 
of Mr. J. E. Tupper and to say the least I was delighted to see him and to 
have an opportunity of talking to him. I see these Western members far 
too seldom and it was nice to talk of old friends in Edmonton and to discuss 
chapter and Society matters. If any other Western members are in the 
vicinity I would be delighted to see them at any time and while on this 
subject, any Eastern members who at any time contemplate a visit to the 
West should make a point of calling on Western chapter officers. It will 
do a lot of good and will help materially to broaden the vision of both 
parties as to Society matters. More recently I had a visit from Reg. Millin, 
the energetic and capable Secretary of our Windsor chapter. Reg and I 
are old friends and it was nice to have him drop in to say hello. 

I also had an opportunity to discuss Annual Meeting arrangements with 
our Dominion President and with officials of the Toronto chapter at a 
recent luncheon meeting. The Annual Meeting this year is to be held in 
Toronto and while all arrangements are not yet completed, it will be held 
on June 20th. This date is a Saturday and it has been considered advisable 
to hold the Annual Meeting on Saturday this year because of the difficulty 
of members in getting away from work for two days. 

Elsewhere in this issue will be found details of the Annual Meeting and 
the official notice but I do hope that as many members as possible will attend. 
The war has made many things difficult but these Annual Meetings are vitally 
important and they can only become better and better as more and more 
members take a real interest in them. Just as I write this column I learn 
with sincere regret of the passing of a Past President and Life Member in 
the person of George Bowden of Montreal. George was ill for a long time, 
but we can ill afford to lose members of his type. George Bowden was 
President when I first took over this office but was unfortunately taken ill 
soon after. I had however an extremely high regard for his energy, his 
unfailing courtesy and cheerfulness and I know what his loss means to the 
Society and to the Montreal chapter in particular. In his passing I feel I 
have lost a sincere friend. 

Student examinations are now over and results may be known in time 
for insertion in this issue, I hope so, and to those who have asked that 
examinations be held next fall, I can only state that this is a matter for 
the Educational Committee to decide and this decision will be made at the 
Annual Meeting at which I hope to see many of you present. R.D. 





Literature Received 


The following literature was received since the last issue and the articles 
listed are available on loan to members. 
The New O.P.A. Financial Reporting Forms. 
N.A.C.A., May 1. 
A description of forms in connection with report forms to be used 
in connection with the Office of Price Administration in the U.S. 
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Tentative Statement on Accounting for Labor Costs. 
N.A.C.A., May 1. 
A Research study by the Research and Technical Service Department 
of the N.A.C.A. 
A System of Accounting for Restaurants. 
The C.A. in Aust., March 20. 
A most complete article on a subject concerning which little has 
been written to date. 
The Supervision of Maintenance Costs. 
The C.A. in Aust., March 20. 
A short but interesting article on a subject of real interest. 
Costing for Defence Contracts. 
The Aust. Acct., March. 
An article dealing with the Methods of Cost Accounting for War 
Contracts in Australia. 
Volume and Costs. 
The Aust Acct., March. 
A short but interesting article on a much discussed subject. 
Scheduling and Routing Production. 
The Aust. Acct., March. 
A most interesting and instructive article on a subject for Cost 
Accountants and Production men generally. 
Variable Budgeting and the Control of Manufacturing Expense. 
The Student, March. 
A most complete and instructive article which should be of real 
interest to all Industrial Accountants. 











!} Many members will remember an address given several years 

ago before the Toronto Chapter by Mr. Paul Kellogg, President, Stev- | 
i enson & Kellogg Ltd., entitled, “The Mathematics of Management”. | 
I This article was in great demand some time ago and unfortunately we 
ran out of copies of the article. Weare pleased to state that we have 
obtained a limited number of new copies for our library from Mr. 
Kellogg and these are available to members in the usual way, on loan 
| for a period of thirty days. 

















New Members 


Montreal Chapter. 
A. A. Maguire, Inter-City Baking Co. Ltd., Montreal. 
G. R. Jackson, Creswell-Pomeroy Co. Ltd., Montreal. 
V. F. Davies, 3405 Patricia Ave., N.D.G. Montreal. 
Windsor Chapter. 
Roy S. Reid, Sealed Power Corpn. of Can. Ltd., Windsor. 
F. J. McGrath, Sealed Power Corpn. of Can. Ltd., Windsor. 
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Chapter Notes 


Montreal Chapter. 

Montreal chapter recently concluded just about the best season in its 
history with an address by the President, on ‘Clear Thinking in Manage- 
ment”. The attendance was good and the meeting was both interesting and 
instructive, judging by the discussion period at the close. 

Hamilton Chapter. 

Hamilton chapter concluded its season with a talk by Past President 
A. G. Howey, on ‘Mechanized Payrolls — 1942 Edition”. There was an 
excellent attendance but Mr. Howey covered his subject so well that there 
were few questions left to ask. W. J. “Bill’’ Epplett was elected chairman 
and J. W. “Jim” Hammond, Vice-Chairman. George Greenhough was 
re-elected Secretary of the chapter. 

Niagara Chapter. 

The concluding meeting of the Niagara chapter was easily the best of 
the season. The speaker was Mr. C. B. C. Scott, Superintendent, Massey- 
Harris Co. Ltd., Toronto, who is employer representative on the Regional 
War Labor Board and he outlined the regulations of that board in a most 
interesting manner. The attendance was very good and the discussion period 
lasted for about one hour and a half 
Windsor Chapter. 

Mr. G. W. Withell of the Ford Motor Company of Canada was to have 
iddressed members of the Windsor chapter at the April meeting on the 
subject of “Priorities”, but was unfortunately called to Washington the day 
before. The services of Mr. Anthony Turner of the same company were 
obtained however and he gave a talk prepared by Mr. Withell. It was a 
fine meeting with forty present for the dinner and most instructive evening 
followd. It was undoubtedly the best meeting of the season. The Windsor 
chapter will close its season on May 28th with a talk by Past President 
Aleck Howey of Hamilton on “Mechanized Payrolls”’. 


Ottawa Chapter. 

The Ottawa chapter ended its season’s activities in April with a dis- 
cussion meeting on “Overhead Allocation” and it was a lively meeting with 
plenty of discussion and was a really beneficial evening for those members 
who attended. Randolph Hartin, C.A., was elected chairman with Milton 
Kranch, Vice-Chairman and Glenn Olson, Secretary. 

Kitchener Chapter. 

The end of the season for Kitchener chapter members arrived with a 
discussion on a prepared paper on the subject of “The Bedaux System” read 
by the Dominion Secretary. There was an excellent attendance and the 
question period was most lively. 

London Chapter. 

The London chapter will hold its second Annual Golf Game and dinner 
at the Highland Golf Club on the afternoon of Thursday, May 21st in con- 
junction with the London Accountants Club. These affairs are always en- 
joyable and it is to be hoped that there will be a large turnout. 
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Clear Thinking in Management 


The First Annual Address of the President to the 
COST AND MANAGEMENT INSTITUTE 
at Montreal, May 8, 1942 


By PAUL KELLOGG, PRESIDENT, 
Stevenson & Kellogg, Ltd. 


There is special reason at this time, I believe, to analyze clearly anew 
the fundamental principles underlying good management. Most of us 
believe this war will end with a world worn out, its resources depleted, its 
capital dissipated, and the general world standard of living depressed. Out 
of this will arise, if the past is any indication, a struggle for existence, a 
struggle for business, a struggle for rehabilitation that may exceed in bitter- 
ness our most severe periods of competition. If these prophecies become 
true, then there is every reason why we should brush up on our fundamentals. 
If, happily, they do not become true, no harm will be done, and the mental 
exercise will be good. 

During the remainder of my talk I shall speak of manufacturing, and 
shall discuss that kind of business, not thinking for a minute that other busi- 
nesses are not equally important, but rather choosing manufacturing because 
we may think of it as a type, and then those of you who are in other lines 
can take the thought into your own affairs and make the application for 
yourself. 

What do we do when we manufacture and try to sell at a profit? Well, 
we find a place to make things, buy some materials, put some labor on them, 

-and then often hire a cost accountant to find out why we didn’t make any 
money! Now suppose we were already living in a house where we could 
take on some additional work, and if we are prepared to take on the manage- 
ment of this added work ourselves, we would pay a dollar for a piece of 
raw material, pay Jim a dollar to do some work on it, sell the thing for 
three dollars, and put a dollar in our, pocket. If we couldn’t sell it, then we 
wouidn’t buy any more material and we wouldn't hire Jim. To be sure we 
wouldn’t make the profit, but we wouldn't be out anything because we 
stopped manufacturing, because all our expense would continue at the same 
level as if we hadn't thought of the idea in the first place. But the minute 
we go beyond this most simple form of manufacturing, the minute we rent 
or buy a factory, or hire a foreman by the week or month, and hire a sales 
room or a salesman by the month, or do any of those things that we call 
overhead, then the situation becomes complicated. Now I realize that this 
is extremely simple, but so is every basic principle of business. 

As we complicate our manufacturing we find that the dollar, which is 
the difference between the cost of materials and applied labor and the selling 
price, doesn’t find its way into our pocket for the time being. Before we 
can get our hands on any part of these so-called profit dollars we have got 
to pay for that factory and pay the salaries of the men we have employed 
to run this business for us. After we pay off these expenses we have 
acquired, we can then put the dollar into our pocket as before, and IT IS 


166 








CLEAR THINKING IN MANAGEMENT 


JUST AS BIG A DOLLAR AS IT WAS WHEN WE DID ALL THE 
BUSINESS MANAGEMENT OURSELVES. Now, however, these fixed 
costs are a first mortgage on our business. 


The factor of volume thus enters into the business at an early stage of 
its development. A clear understanding of the effect of volume on business, 
both in the company itself and in the larger aspects of industry problems 
is absolutely essential to good management, for, while volume can be the 
saviour of business, it contains within itself the seeds of ruin and disintegra- 
tion. Handle it sanely and wisely and keep it in leash, and it will be our 
friend; make it our God and we will be ruined! 

Where does lust after volume bring us? After manufacturing the little 
article we started out with, we find that one of our customers uses some- 
thing similar to what we have been making. Now volume whispers to us, 
“Sure, add that to the line and you will get just that much more volume, 
cut down your overhead and make more money.” We add it and make the 
fatal mistake of not charging it with its full share of overhead and extra 
expense necessary to handle it, because it is our “extra” and our regular 
line has taken all the overhead. 

We also go farther afield for new business; we complicate our line; we 
offer unsound services to our customers; and the first thing we know we are 
in real trouble. We have spread so far that we have filled up the plant 
with low-profit lines, and as a result, most of the year we are actually not 
in business for ourselves, but for Mr. Overhead, who must be paid first, 
before we can start to get our dollar. But again we notice that when we 
do start getting our dollars they are just as big again as when we were 
running the whole business ourselves. That somehow seems to surprise 
and delight us, so we sit down nights and plan more complications so the 
volume can be further increased and bring us more of those dollars. And 
so the merry road goes winding about among the peaks and valleys of good 
and bad years. In the meantime, a smart competitor comes along. He 
looks at our business, notes its complications and reaches the sound con- 
clusion that we have put ourselves into a position of vulnerability which 
he proposes to use to his advantage. So he promptly starts manufacturing 
the volume numbers in our line, leaves out the frills, sticks to territory 
near home, hires few if any salesmen, and makes a selling price consequently 
so low on these numbers that the big users promptly flock to him, leaving us 
just enough of the business to ensure our supplying them with the frills and 
small-selling numbers which we take so much pains to advertise as making 
up “Kelloggs — The Complete Line’. We now find that we have to meet 
the price of this audacious new-comer who “doesn’t know his costs and 
must be selling at less than cost’’ or else lose a lot of our business. In 
that case, the overhead on the remaining portion goes up and we lose the 
business anyway. 

Faulty cost accounting has done too much general spreading of expenses. 
The volume lines, sold in large quantities often by the executives themselves, 
have been loaded with a selling expense generally experienced on all lines 
and inflated by the cost of selling the frills and small added numbers, often 
in uneconomic territories. 

Members of the Cost and Management Institute, business history like 
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this is not a fairy-tale. It is happening every day. The path of business is 
strewn with the wreckage of companies that have been ruined according to 
this pattern. What can be done about it? Let us apply some clear thinking 
to the management of this mythical manufacturing business. What are the 
lessons to be learned? Well, here are some as J see them. 


In order to see the problems clearly, let us assume a going business. 
Our first job is to get a clear conception of what is happening in the 
business under existing conditions. First, we must determine the break-even 
point, or the volume where we can start making profit for ourselves. Below 
this break-even point all the dollars we earn by selling at a price higher 
than the actual out-of-pocket expenses of producing the product must go to 
pay for services, equipment and helps of all kind, the needs of which must 
be satisfied before we can start contributing to our own pockets. 

To get this picture correctly, we must know the Increment Profit. The 
Increment Profit is the difference between the selling price of our product 
and the Increment Cost. The Increment Cost is the actual out-of-pocket 
expense of making one unit, in other words, the variable cost of that 
portion of the cost which varies directly with the volume. In still other 
words, it is the cost of one additional unit after all overhead and expense 
have been spread. The Increment Profit, as explained above, is not ours 
until we first pay for fixed items and services. If we know what these 
amount to in dollars, we can then set down how many days during the year 
we work for the Government, how many days for the landlord, how many 
days for the superintendent and so on for any other expenses or accessories. 
Incidentally, this exercise is good for the soul. 

Here something should be said about ratios. Much has been written 
about ratio analysis and much of it is good. But ratios must be used with 
intelligence, or they suggest dangerous implications. We must be sure, 
for instance, that when both the numerator and denominator of the ratio are 
variables that they start from the same place. Thus we can use profitably a 
ratio between cost of raw material and total cost because they don’t begin at 
the same place. At zero production there is still a cost of manufacturing 
consisting of the fixed elements of cost. Similarly the ratio of profit to 
volume is a dangerous one to put in front of anyone with fingers itching 
to write financial reviews. We hear often (that is we used to hear) of 
companies which made profits equal to three times their bond interest. As 
a statement of an immediate situation this is all right but as an implied 
ratio that earnings to bond interest is 3.00 here is an implication for the 
unwary that the company has a 200% safety margin in production above 
conditions necessary to just meet interest! 

There is one very significant ratio which we never see used, and it is a 
necessary one in order to reveal the conditions which our analysis shows is 
of first importance to understand. This is the ratio of total increment profits 
to total fixed costs. (Total fixed costs will include bond interest, if any.) 
This ratio will show at a glance the margin of safety at which the business 
is operating under the conditions shown in the operating statement. For 
instance, if this ratio were 1.25 we would know the business is 25% over 
its break-even point and that volume could shrink one-fifth without resulting 
in losses. 
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Another useful, yes, necessary, ratio is the profit-volume ratio, 
often referred to as the P/V ratio. It is the ratio of increment profit to the 
selling price. By the use of this ratio we can determine the gains or losses 


resulting from any assumed volume change by applying it directly to the 


total anticipated change in dollar sales. 


These ratios will do much to give us the clear understanding of our 


business, its characteristics and its structure, which we have designated as 


the first step in studying our job of producing maximum increment profits 

Having determined the picture of our present operations, we now start 
of first paying the piper before we dance, we will see that the actual import- 
ant thing is to produce Increment Value as fast as possible or in as great 
quantity as possible so that fixed costs may be attended to and we can get 
quickly to the point where these increment earnings may be kept for our- 
selves. 

There are several ways in which Increment Values in greater quantity 
can be coaxed out of our factory. First and obviously we can increase the 
volume, if the product can be sold. We are having a taste of this now 
during wartime, where factories are running as far as possible on a twenty- 
four hour basis. That is an obvious thing and even in peacetime if we are 
looking for the lowest cost production we must consider the operation of our 


factory during as many hours of the week as possible. 


We put in a large “if” a little while back, in talking about the operation 
of the factory during as many hours as possible, “if the product can be 


sold.” Ingenuity begins to enter the business at this place. We first apply 
ingenuity to discover other means of selling our products at the current prices 
in increasing volume. If we cannot do so then we face the ever-vexing and 
complicated question, “Will it pay us to reduce our price for the sake of 
getting greater volume?” The answer to this question can be found by direct 
applications of formulas such as are presented in ‘“The Mathematics of Man- 
agement”, or if you don’t like formulas, we can look at it from the practical 
operating standpoint. Presuming that we are now operating only one shift 
we can calculate the additional output that we might produce by operating 
on three shifts. We also take into account the increased expenditures of 
night operation for accelerated depreciation, night rates for labor, extra 
light and all other items that enter into round-the-clock manufacturing. The 
Total Increment Profit made per day at our present one-shift operation must 
be exceeded if it is going to pay to go into three-shift operation, and 
obviously the margin of safety should be considerable because there are 
hidden expenses and possibility of losses connected with three-shift operation 
that do not exist on a single shift. 

The lowest point to which prices may be reduced by multiple-shift opera- 
tions and still just maintain the pofits of one-shift operation is determined as 
follows: Divide the Increment Profit per unit, as now operating, by two or 
three (as double or triple shift may be considered.) Add to the figure thus 
obtained the increased cost per unit caused by night operating — (obtained 
by dividing the total extra cost of night operation by estimated production 
during an entire twenty-four hours). The sum of these two figures subtracted 
from the Increment Profit per unit as now operating will give the reduction 
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in selling price per unit which is the absolute limit to which we may go in 
planning a campaign for volume via the cut-price method. 

I would be faithless to my belief in industry co-operative effort if I did 
not at this point insert a warning that all is not rosy in attempting to get 
increased business via the price route. The situation in the industry must be 
studied and in well-organized, co-operative industry, the change in question 
cannot be brought about suddenly if you are a sufficiently large factor in the 
industry to cause disruption in general price structure by such action. In- 
deed, perhaps the best thing to be done is not to increase radically the volume 
of the same product via the shift method, but rather to maintain the present 
volume and concentrate manufacturing space into one-half or one 
third of what it now is by the use of shifts. The same profit results wil! be 
obtained, but now we face the problem of filling up the space Ithus vacated 

Let us pause here again and review our thinking. This doubling up 
into shifts always brings the remark that our costs will be lowered. Now that 
really doesn’t actually happen when we examine things in the light of clear 
thinking. Our costs actually go up. We have more expenses to take care 
of, and it is quite to be expected that our increment profits per unit will 
decrease even at no reduction in selling price, for our variable costs will 
advance. All that we are doing is to accelerate the rate at which increment 
profits are coming in so we can pay off our fixed-cost mortgages faster and 
leave more for ourselves. We want to cut down the number of days we 
work for the other fellow. 

Now let us get back to the problem of filling up the vacant factory 
space. 

I often wonder why so many manufacturers seem to think there is 
something sacred about the relationship between their company and a 
definite single product. As a matter of fact, every manufacturer should 
probably sit down once a year and answer very seriously the question of 
whether he is really manufacturing the right product. Oftentimes, equipment 
is installed for one special product, but even when this is the case it is 
usually true that minor alterations will permit making other varieties. I 
would go even beyond that if I were making a product for which the demand 
was not growing. Every once in a while I would face up with the startling 
possibility of throwing out all the machinery and installing something else 
which might make a product, the use of which is now on the increase rather 
than on the decrease. I know we often think too much in terms of being in 
business to manufacture a particular product rather than to produce profits, 
and to provide Increment Values for our stockholders. Oftentimes we 
struggle so hard to save a dying business when this same energy applied to 
its replacement would save us! 


The second step in our thought is, therefore, the study of diversification 
of product and the possibility of introducing other products, either as supple- 
ments or replacements to our present line. These must not be added as 
volume producers or overhead reducers. They must stand on their own feet, 
each by itself. They must take their share of overhead measured by the time 
and effort of executive and sales departments spent on them. 


If our line is a varied one, each item on the line should be studied fre- 
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quently with reference to its profit possibilities and if it is not standing on its 
own feet, serious consideration should be given to the possibility of dropping 
it. 

The seasonal factor enters into this stage of our thought. If our line 
cannot be balanced for manufacturing evenly throughout the year, or if the 
balancing on an even spread creates excessive storage or other expense, then 
we should seek for another product, which can be manufactured in the 
opposite season and give us an even flow. This leads to our third step in 
applying our manufacturing picture. 

Is our entire organization and operation set-up on the basis of steady, 
even production throughout the entire year? I refer not only to the products 
manufactured, but also to personnel and staff. We are much better off in 
the question of personnel and employees if we can make our working condi- 
tions and pay so attractive that our working force suffers the least possible 
turnover. I would also extend this consideration of steady production to 
such departments as the Engineering Department. The Engineering Depart- 
ment is one that normally has high peaks and low valleys of effort, particu- 
larly if the plant does its own designing or construction of special equipment. 
It seems to me that the ideal size of the engineering staff is the one which 
can be kept busy continuously. In other words, a number just sufficient to 
take care of the low points in the demands for engineering service. On 
such a basis, standards of effective operation can be applied to the engineer- 
ing staff the same as they are applied to the ordinary productive staff. Full 
day’s work may be scheduled and incentives provided. Maintenance and 
repairs, and improvements will show a constantly decreasing trend under 
such conditions. To take care of the peaks, we may either run a little over- 
time or, preferably, we might employ outside engineers. The extra costs of 
such outside service to handle peaks will be negligible in comparison with 
the economies possible in our own staff under this program. 

Another point to be mentioned in the securing of uniformly, continuous 
production is the desirability of introducing flexibility into the productive 
staff. Employees should be able to work at more than one job; even when 
this is impracticable, there should be at least a few flying squadrons to take 
care of a variety of jobs for which there may be a particular need at any 
given time. There are many other points in personnel relations, which 
obviously enter into the program of steady production, which cannot be 
covered in this general outline, but any one of which is likely to be very 
important in itself. 

When these steps have been taken you will have gone a long way 
toward reaching the ultimate in the possibilities of your plant and your 
investment. Let us review in just one sentence the main objective in this 
type of study, — It is to determine by what shift of product and by what 
method of operation we can produce the largest amount of Increment Profit 
per dollar of investment. Per dollar of investment usually means per square 
foot of floor space and per hour or per day. 

Now who's going to run this organization? If we have learned any- 
thing from the lectures of the year in the Management Series, it is the neces- 
sity of having a clear-cut organization pattern with duties, responsibilities 
and authority clearly outlined and designated. This means that our staff 
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and our production heads, our sales manager and our office manager, must 
all be people who will match as much as possible our own interest in the 
business. That is the difficulty, that is the hardest task in any business. 
The minute we hired the first employee after we found we couldn’t take 
care of all the manufacturing ourselves, our difficulties in this connection 
started. Jim, our first employee, had a fixed interest in the business. It 
was his pay, and he didn’t care too much just what volume of business you 
did, because it made no difference to him directly, just as long as he could 
satisfy us that he was doing a good day's work. We were concerned with the 
volume because we couldn't get anything out of the business until we had 
earned enough Increment Profit to pay Jim. After that the rest was ours 
and it piled up very fast. 

So it is that one of the chief functions of management to-day is to 
provide some incentive to the minor and major executives which will inspire 
to as great a degree as possible the spark of personal interest in the business, 
which in many cases has been lost in modern, large, impersonal organizations. 

We are again into a subject which could not be covered in an evening 
devoted entirely to it. I think, however, that this incentive may best be 
developed in these executives by making their actual situation in the plant 
as near as possible to what it would be if they were actually running their 
own business. In other words, if these executives, along with management, 
together set up a plan of operation, expressed in dollars, which we call a 

budget’, we may then virtually say to them, “All right, go into business 
and run your department according to this budget.’ We tell them further 
that we will hold them responsible only for such departures from this budget 
as they themselves control, then we tell them that if they make money for 
the company in operating their departments at less than the budget set up 
for them, measuring only those controllable items, we will give them a 
portion of these profits for themselves. That comes as near to a partnership 
as is possible under the circumstances. The interest of the executive is now 


tied in definitely in doing a better-than-average job. 


I can tell you positively from the experience of your organization that 
this method of rewarding good performance not only works but is without 
question the most successful of any that we have either tried or observed. 

And this brings me to the last point to be considered in this general 
review of clear thinking in management. We now have an orgahization 
directed by capable men, with well-defined duties and responsibilities, all 
devoting their attention to increasing the amount of Increment Profits coming 
out of the organization. We need now clear, prompt and adequate records 
to guide these people. As with many other subjects in this talk, we have 
reached another which has within it the possibility of discussion throughout 
a whole year. Basically, there is only one type of record which, to my mind, 
is most suitable for any kind of enterprise, large or small, complicated or 
simple. The whole approach to the cost records, which are basically control 
records, if they are worth anything, must be from the factory end. As a 
building is built brick by brick, so must our costs be built up brick by brick, 
and each one of these cost bricks must be analyzed in its relation to volume 
so that flexible budgets may be correctly established. Furthermore, the cost 
comparisons and cost records, to my mind, must be on the basis of depart- 
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mental performance rather than job costs or any other basis which in any 
way confuses the issue. For the main issue is, “Has the executive in the 
plant, in the office, in the sales department performed well?” “Has he 
kept his material, his labor and his expenses within the limits determined 
for his share at the actual rate of operation of his department?” I am a 
great believer in showing on one report costs of material, labor and expense, 
so that the supervisor may understand that what is involved in the satisfactory 
operation of his department is not any one particular thing, but rather the 
production of an operating total in dollars, which will be at or below the 
budget figure. Only by adding up these classes of costs, does the supervisor 
come to understand the proper relationships among the factors, and learn to 
interpret them all in terms of dollars, which is the common denominator of 
all effort and the product which we are most interested in manufacturing. 

If the cost report at the end of a period will show what should have 
been done, the departure from what should have been done and the reasons 
for this departure, broken down into their elements, then the cost records 
will truly serve their purpose. Our operating statements will then summarize 
the performances of a group of our executives. The business becomes 
personal; the up-and-coming minor executive soon becomes noticed; we have 
in fact, group effort. 

Just one word of caution before I close, — I have done considerable 
talking about dollars and the necessity of increasing Increment Profits. I 
wouldn’t for a moment have you believe that all these dollars produced and 
these Increment Profits should be used to pile up unduly large fortunes for 
the owner or the manager of the business. I look upon this necessity for 
clear thinking in management as of initial importance to this country, par- 
ticularly in the post war period, because I believe that nothing short of 
this type of thinking and the performance that will result from it is going to 
enable us to attain the position of leadership in the manufacturing world, 
which is rightfully ours in view of our resources. 

The same thinking which will lead to maximum Increment Profits will 
also lead to lowest selling price and I am distinctly a subscriber to that 
economic school of thought which believes that the only hope in increasing 
the level of living for the entire people lies in the ability to sell the products 
of our factories at lower and constantly lower prices. In this respect, Canada 
is not yet fully alive and on her toes. We have been hiding behind a high 
tariff wall with too much complacency. Although there are outstanding 
exceptions, it is nevertheless true that the management of Canadian industry 
on the average is not sufficiently able to give us full confidence that Canada 
is ready for her larger place in world industry. I assure you that I make 
this statement with deliberation and with real knowledge. 

There is a science of management quite apart and distinct from the 
technical knowledge of a business. Canadian business will advance as it 
applies an increasing amount of this science to its operations and learns to 
make the best use of its available facilities. 





Frank A. Young, a member of the Toronto chapter, and for many years 
an Associate of C. B. Taylor, Cost Consultant, Toronto, has joined the Royal 
Canadian Army Service Corps on Active Service. Best of luck, Frank. 
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Annual Meeting 
of the 
Society 


TAKE NOTICE THAT THE ANNUAL MEETING OF 
THE CANADIAN SOCIETY OF COST ACCOUNT- 
ANTS AND INDUSTRIAL ENGINEERS WILL BE HELD 
ON SATURDAY, JUNE 20th, 1942 at 2.30 p.m. AT THE 
KING EDWARD HOTEL, TORONTO, ONTARIO, FOR 
THE PURPOSE OF HEARING THE REPORT OF THE 
PRESIDENT, AND DIRECTORS, THE READING OF 
THE FINANCIAL STATEMENT, THE ELECTION OF 
DIRECTORS AND SUCH OTHER BUSINESS AS MAY 


COME BEFORE THE MEETING. 


E. J. LOISELLE, R, DAWSON, 


Honorary Secretary. Secretary-Manager. 
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ANNUAL MEETING ANNOUNCEMENT 


Annual Meeting 


AS WILL BE SEEN FROM THE NOTICE ON THE 
OPPOSITE PAGE, THE ANNUAL MEETING OF THE 
SOCIETY WILL BE HELD THIS YEAR IN TORONTO, 
AND WE URGE AS MANY MEMBERS AS POSSIBLE 
TO ATTEND. 

THE DIRECTORS WILL MEET AT 11 A.M. ON THE 
MORNING OF JUNE 20TH, AND LUNCHEON WILL 
BE SERVED AT 1 P.M., FOLLOWED BY ENTERTAIN- 
MENT PROVIDED BY THE TORONTO CHAPTER. 

AT 2.30 P.M. THE ANUNAL MEETING WILL COM- 
MENCE AND IMMEDIATELY FOLLOWING THIS, 
THE NEW DIRECTORS WILL CONVENE FOR THE 
PURPOSE OF ELECTING OFFICERS AND SUCH 
OTHER BUSINESS AS MAY ARISE. 


AS IT IS IMPOSSIBLE FOR MANY MEMBERS TO 
GET AWAY FROM BUSINESS FOR TWO DAYS, IT 
HAS BEEN ARRANGED TO HOLD THE MEETING ON 
A SATURDAY AND WE TRUST THAT AS MANY 
MEMBERS AS POSSIBLE WILL ATTEND BOTH THE 
LUNCHEON AND THE ANNUAL MEETING TO FOL- 
LOW. OWING TO GASOLENE RATIONING NO 
GOLF GAME HAS BEEN ARRANGED BUT UNDOUBT- 
EDLY FOR THOSE WHO WISH TO PLAY FACILI- 
TIES WILL BE PROVIDED. THIS IS A MOST IM. 
PORTANT ANNUAL MEETING AND EVERY MEM- 
BER WHO CAN POSSIBLY ATTEND SHOULD DO 
SO. 
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Ml = ae 41 
Priorities 
An Address prepared by 


MR. G. W. WITHELL, 

Ford Motor Co. of Canada, Limited, Windsor 
and given in his unavoidable absence by 
MR. ANTHONY TURNER 
of the same Company 
Before Windsor Chapter, April 27th, 1942 


Gentlemen :— 

It was no thought of mine that any time should be taken up with a 
description of the various ramifications of the Priority System. However, 
this is 1942, and probably the most important single fact of this year is that 
the citizens of 26 nations are united together to maintain and extend the 
right of civilians to order their own affairs. Because we have determined 
to prove that our democratic method of organization can produce better 
results than an organization made up of a minority coercing the majority, 
we in Canada, along with our Allies, have imposed upon ourselves a severe 
discipline required to make our victory certain. 

We have agreed to discard our luxuries, reduce our comforts, and share 
our abilities. One of the major demonstrations of our willingness to accept 
basic restrictions has been our adoption of a Priorities System for the purchase 
of raw and finished materials needed for the prosecution of our war effort. 
So, when Mr. Hutchison suggested that a brief outline of the Priority Pro- 
cedure set-up in the past year might be of interest to you men, I felt that the 
subject was certainly opportune and even hoped that it might prove interest- 
ing. 

We cannot have victory until we have the machines and equipment 
which help to make it possible. The brutal fact is that to-day victories are 
won by aeroplanes, tanks and guns. The side that has them can have every- 
thing else. These requirements of course mean a tremendous increase in the 
quantities of those basic materials on which a modern industrial society is 
built — steel, copper, aluminum, tin, nickel and so on. Under the classical 
political economy of Adam Smith, it would have been argued that because of 
the keen demand for the ordinance equipment being produced, the purchaser 
would be willing to pay a higher price for his material and therefore the war 
manufacturer would have no difficulty in securing all his requirements. Had 
we permitted the accustomed law of supply and demand to operate, prices 
would have spiralled upward, forced by the continuous pressure of manu- 
facturers competing for the same materials. We can all visualize that the 
production of raw materials is limited to a specific quantity. Our steel 
mills can only produce so many ingots, machines can only bring out so 
many hours of work. For those materials that are available there are dozens 
of purchasers. For every ton of steel plates, there are two purchasers. For 
every pound of brass, there are four purchasers. Each one of those purchasers 
will pay almost any price and accept almost any conditions to secure delivery. 


176 








PRIORITIES 


To determine which purchasers should receive those materials. 

To increase the facilities required to produce more materials. 

To reduce the number of purchasers by prohibiting the use of 
materials for non-essential manufacture. 

The Priorities Procedure, then, was set up to accomplish through govern- 
ment regulations the job that all industry wanted done. Every business man 
realized that constantly out-bidding one another for the materials that were 
available could only lead to chaos with every assurance that luxury items that 
could pay their own way would interfere with the maximum production of 
less profitable armament programs. 


Such a situation created many problems, the three most urgent being: 
l 
2 
3 


Canada and the United States have accepted the same principles but are 
working them out differently due to the tremendous difference in the physical 
set-up of the two countries. For the next few minutes then, let us consider 
the United States system. 

The President of the United States was given authority to set up a 
Priorities system. This authority of the President is now delegated to the 
War Production Board and has been placed under the direct control of 
J. S. KNOWLSON, Director of Industry Operations. To make this authority 
effective, the responsibility for controlling the operations of the Priorities 
System is shared between the War Production Board and the Army and Navy 
Munitions Board. The Army and Navy Munitions Board concerns itself 
with Priorities in the strictly military sphere. From the specialized know- 
ledge available to it, the ANMB determines the relative importance from a 
military viewpoint of such items as aeroplanes, tanks, ships, ammunition, 
machine guns, and all the other items the armed services must have. 

Let us go back a couple of years now to the spring of 1940. The Ger- 
mans are well started on their conquest of Europe. The United States has 
no thought of getting into the war but is ready and anxious to manufacture 
all the materials required on firm orders from the British and French govern- 
ments, etc. For ten years the United States has been told of its unlimited 
capacity to produce. There are few people, indeed, who believe that the 
United States will have any difficulty manufacturing all the armaments 
needed and at the same time, roll out millions of automobiles, trucks, re- 
frigerators, radios, electric stoves, and all the things that make up our 
standard of living. 

With the fall of France and the desperate position of Great Britain it could 
be seen that the United States was going to be the arsenal of democracy and 
that to produce the quantities of machines required, she would have to cut 
back her use of materials for civilian purposes. Still, however, there was 
little question that while defense needs had to come first, that would only 
mean a slight deferment of civilian requirements. This was the background 
of the first Priorities System which came generally into use in the spring of 
1941. The purpose was not to prevent the manufacture of materials for 
civilian uses but rather to ensure that military needs came first and that 
civilian requirements were deferred just enough to make sure that war 
manufacturers were not held up. It was expected that it would only be 
necessary to control a few items, possibly only nickel and aluminum. 


A system was accordingly devised whereby war manufacturers could apply 
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to the Priorities Division and secure a certification verifying that their 
requirements were needed for the defense program and indicating the military 
urgency of the article being produced. To determine the relative urgency of 
the materials being produced, the ANMB drew up the Priorities Directive, 
listing the various articles required for the armed services and showing the 
order in which they were required. This relative urgency was shown by 
Preference Ratings assigned. Items of the gravest urgency were designated 
AA, indicating that they were of an emergency nature and that orders for 
materials supported by such a rating were to receive the maximum attention 
and take precedence over all other orders. The next rating designated as 
Al and covered all materials used directly by the armed forces. To further 
clarify the relative urgency of these requirements, this rating of Al was 
further subdivided alphabetically Ala to Alk, thus cargo ships urgently 
required were given an Ala rating, whereas field artillery not quite so 
seriously needed was given a rating of Alg. Projects essential to the armed 
services but not used directly by them were given ratings from A2 to Al0 — 
for instance, railways were given a Priority Rating of A3 to secure materials 
for repair, maintenance and operating supplies and coal mines were similarly 
given a rating of A8. Orders related to the war program but not specifically 
identified with it, were assigned a general rating of Al0. Civilian require- 
ments were also taken care of under a group of classifications from B1 to 
B8. These classifications were seldom used however, as it was soon evident 


that such a rating would not secure results. 


That was the theoretical background. By assigning ratings to all govern- 
ment contractors it could be determined just whose requirements were most 
needed and who should receive preferred attention. 


At first the system was entirely voluntary. A manufacturer was not 
required to honor such a rating and could set his production schedules to 
meet his own wishes. This, however, was changed in September, 1941, and 
from there on a manufacturer was required to give precedence in delivery 
according to the sequence of Priority Ratings extended to orders received 
by him. That is, he was required to ship immediately orders bearing AA 
ratings, followed by those Ala, b, c, etc. Only when he had completed all 
defense orders could he proceed with the manufacture of purely civilian items. 
Delivery dates were, of course, the determining factor. As I said earlier, it 
was expected that the use of a Preference Rating would be the exception 
rather than the general rule. However, the swift acceleration of the United 
States Defense Program soon meant that most deliveries of essential materials 
were being made against Preference Ratings. By the middle of September, 
1941, it was very difficult indeed to secure iron and steel, copper, brass and 
bronze, aluminum and zinc, except by securing a Preference Rating Certificate 
Rating through the Priorities Division. The system speedily outgrew its 
original intent and Washington was almost buried under the flood of Prefer- 
ence Rating Certificates which surged in daily from every community in the 
United States and Canada. 

This system lasted until March 16th, 1942, when the use of Preference 
Rating Certificates to secure materials was replaced by certification made 
on the purchase order, usually referred to as a PD3A Certification. This is 
a statement made by the purchaser that the materials ordered will be phys- 
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ically incorporated into the final product and that the Preference Rating 
shown has been authorized to him. Under present procedures then a prime 
contractor may secure all the materials he requires by making a simple 
certification on his purchase order provided that the materials so ordered are 
to be physically incorporated into his final product. 

Not all of a manufacturer's purchases of course, come within this classifi- 
cation. In addition, manufacturers require plant, repair maintenance and 
perating supplies as well as new machinery, equipment, buildings, etc. 
Plant repair, maintenance and operating supplies may carry a Preference 
Rating under a number of plans which I will mention again later. 

So far the procedures we have been talking about cover direct defense 
contracts. There are, however, a number of other methods whereby a Prefer- 
ence Rating may be secured and assigned to purchasers of materials. The 
largest group here is usually referred to as the P Orders. It was originally 
intended by the Office of Production Management that certain industries 
closely allied to the war effort receive special high ratings to ensure that 
they should operate at maximum capacity. The P Orders, then, were issued 
to take care of numerous industries such as machine tool builders, foundry 
equipment manufacturers, electric furnace makers, aeroplane manufacturers, 
tank manufacturers and so on. Each of these orders assigned a definite 
rating under certain conditions. This group includes the well-known P100 
Order assigning a Preference Rating ot Al0 to a large number of industries 
tor the acquisition of plant repair, maintenance and operating supplies. 

Where the ultimate use of an article was not directly related to a defense 
contract and provided that the subject had not been covered by a P Order, 
application could be made for a Preference Rating on Form PD1, now 
replaced by PD1A. This form enabled the purchaser to present his story 
to the War Production Board giving his reasons why a Preference Rating 
should be extended to the material in question. 

The defect in all these procedures was that although a rating might be 
authorized there was no assurance that the material would be available. 
What was needed was some plan which would ensure that ratings would 
only be assigned where there was material to satisfy the need. To describe 
such a procedure the word “allocations” is generally used. The thought was 
that each industry, both civilian and defense, would determine the quantities 
of materials which it required and that by comparison of the aggregate of 
these requirements, with the actual productive capacity a balance could be 
struck, which would then have a factual basis. The difficulty here, of course, 
that while such a scheme is theoretically sound, it actually involves an almost 
incredible degree of co-ordination accuracy and crystal-gazing. The closest 
approach we have yet had to this system is found in the Production Require- 
ments Plan which is currently receiving a great deal of attention. This is an 
over-all plan whereby the manufacturer submits a detailed report to the War 
Production Board every three months, giving his estimated requirements 
for the next three months, his stock on hand, and details of his consumption 
during the past three months. By an analysis of the previous three months’ 
operations the War Production Board determines the degree of war produc- 
tion and assigns a Preference Rating accordingly. 

By extending this plan to cover all operations, it would be theoretically 
possible to secure a complete picture of both inventory and requirements of 
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raw materials. The physical magnitude of such a task is almost frightening 
but it is being tackled seriously by the War Production Board, with reason- 
able assurance that over a considerable period they will be able to present 
a concrete picture of requirements and actual materials available. 

I realize this is a very sketchy outline of a very broad subject. My 
thought has been, however, to let you know: 

1. That the Priorities System is dictated by the urgent need to realize 


that we haven't enough materials to go around and that we cannot 


afford chaos. 
That the Priorities System has evolved from a fairly simple program 


a few items to a full-blown art that covers every 


S) 


embracing only 
phase of manufacturing activity. 

That as long as the war lasts, and we are still trying to make up that 
seven year lag in production, we must have a Priorities System to 


w 


ensure that first things actually come first. 





The Sales Manager and Management 


Address before the Cost and Management Institute, Montreal, 
April 10th, 1942 


By R. B. PERRAULT 
Montreal 


PART I — THE SALES AND ADVERTISING PROGRAM 


The first points that should be considered will be those departments 
with which co-operation is essential before a selling program can be devel- 
oped. 
Let us see where sales management co-ordinates with production. Qual- 
ity of the product must be set to a standard and a research department main- 
tained to constantly improve what has to be sold. Styling our merchandise 
should be carefully considered, with modern design foremost in mind. 
Labels and wrappings should be expressive of the value of the product. 

With the production department, is customer service. Repeat sales often 
hinge upon “‘service with a smile’. Service men trained in salesmanship 
pave the way to future sales and may be promoted to sales positions. All 
important is the training of service men to pass along leads to salesmen. 

And now for the finance department. Who is mostly concerned with the 
price of a product, but the sales manager? The price should allow for 
intensive sales and advertising effort and provide for an attractive profit. 
Proper margins for distributors and dealers are essentials. Check for loaded 
prices owing to obsolete equipment and fix prices with a reasonable sales 
expectancy in view. Plan a Sales Budget on the coming year’s estimate and 
not only on past performance. 

The Advertising Budget should be on a three-year basis at least, and in 
keeping with competitors in your field. 

The Sales Program. It may be divided into three parts, the Planning, the 


personnel, and the Sales Promotion. 
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The Sales Planning is really a survey in which an analysis is made of the 
market and of the various outlets available or to be set up. Independent 
persons should be favoured for such a survey and checks should be made to 
test its thoroughness. 

Sales Territories should be studied to follow geographical divisions to 
permit most efficient operation of salesman, and develop a yardstick that may 
serve for competitive purposes. 

And now comes the very popular Sales Quotas. It must show what 
salesmen are working, whether they are reaching the territory potential, and 
yet must be flexible enough to permit quarterly adjustments and be within 
“reach” of a reasonable effort. 

And lastly in planning comes the Outlets. Direct representatives should 
be strong and aggressive, and new ones should be equal to normal mortality. 
Chain Stores should not demoralize your trade outlets and discounts should 
be equalized to permit independents to function. 

Mail Order business should be carefully planned to avoid placing too 
large a volume of your business on the hands of a few firms. 

The Sales Organization: 

Here comes the real test of the sales manager, the choosing of Salesmen. 
Are the men chosen, honest, earnest, and sincere? Is he successful in other 
things? Does he read? Save? Is he a hard worker? What about a medical 
examination? 

Compensation of Salesmen is most varied and is the subject of endless 
discussions amongst sales managers. It is agreed that a salesman must almost 
feel that he is in business for himself — otherwise your plan is poor. It 
must compensate for extra effort and pay when earned. It must compensate 
for selling the firm, its policies and permit for developing new outlets. Com- 
mission and salary combined is conceded the best plan. 

Training of Salesmen is best done by a continuous program, often cam- 
ouflaged by contests and quiz tests on the product. Successful sales efforts 
should be gone over and “‘lost’’ sales should be analyzed. Salesmen may be 
stimulated by personal examples of successful salesmanship and by enthusiasm. 
This is a crucial test for the sales manager. 

And in this group comes supervision of salesmen, which must be period- 
ical and of a constructive character. 

Sales equipment, sales manuals, contests, reports, meetings, conventions, 
and training of dealers and distributors could be a discussion in itself and 
must be passed over to-night. 

Our third important phase is Sales Promotion. This is really the most 
important part of the Sales Manager’s job because this work is the fore- 
runner of the salesman, and greatly decides whether the door will be open 
when your man arrives. 

First choose a good advertising agency with experience in your field. 
The account executive assigned to you should, if possible, work some time 
with your staff. The agency should be recognized by principal publishing 
organizations and well thought of by advertisers and other agencies. 

The advertising copy should deliver a sales message in two seconds. It 
should get ‘over’ one dominant idea and be frequently pre-tested. In this 
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group the sales manager must classify mailing lists and sales letters. Dealer 
helps, trade advertising and catalogues are again points that cannot be covered 
in detail, but they are an important part of Sales Promotion. 


PART II — IMPACT OF WAR ON SALES MANAGEMENT 


And now the war! Well, it has caught: up with us, and those who 
thought that it only meant somebody else have found out that we did not need 
enemy troops on our soil to bring them in. It has caught up with us in 
something more personal even than that. It has caught up with our internal 
economy. This war will not be won by wishes but by tanks, airplanes, 
corvettes, artillery, shells and bombs. And money alone will not do it but 
only by man-hours of labour, raw materials, power and transportation, taken 
away from the production of civilian products and put into the weapons of 
war. 

It is because of these facts that our national economy must be made 
over . . . for the duration! 

And now there will be only two priorities — (1) national defense and 
(2) the indispensables of life in this country, food, clothing, shelter and 
transportation. I could say much more of what must be done by a country 
at war, but let’s stop here and see what has happened to our Sales Organiza- 
tion, our Planning and our Promotion. Two big organizations have stepped 
right in the centre of all our activities, the Wartime Industries Control Board, 
and the Wartime Prices and Trade Board. Under two capable chairmen, they 
have issued Orders in Council, that for the time being, completely altered 
the best laid plans. To their credit goes the control of the cost of living and 
re-routing of essentials, war materials and manpower to war industries. But 
what changes has it brought? 

Advertising was first to be affected and product advertising was frowned 
upon by the Government and replaced by institutional and brand name 
publicity, even before the product could no longer be supplied. They are 
doing this nobly in Great Britain and we are quickly adopting their methods. 

We will co-ordinate with production more closely than ever. A quality 
assurance will be watched and the few deliveries of our products will be 
carefully watched, and done in the grand manner. Have you ever attended 
the launching of a ship, with flags waving, bands playing and a bottle of 
champagne broken on the bow of the ship? Well, let’s “deliver it like a 
battleship!’ be your motto. 

Customer service is more important than ever and specialists in delivery 
work must be on hand to put an extra flourish to the job when goods are 
shipped to your customers. At all costs, avoid the phrase, “Don’t you know 
there’s a war on?” 

The Sales Planning now becomes the service planning and the Sales 
Organizations will still be greatly needed in many branches. Salesmen must 
interpret to the trade, and the consumer, more than ever before, the: thinking 
and planning of management, delays in shipment, substitutions, errors and 
cancellations. In other words, salesmen must function not as such but as a 
representative of his company. Men are not needed to sell to-day, but local 
managers are required to tell customers just what is taking place in ou: 
business. Other salesmen who cannot fit in such a program, would greatly 
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benefit by going into production and learning how the product they sold is 
being made. It may be a revelation to them, and later, they may be able to 
explain the many qualities of their products, previously unknown to them. 
It is time to get tough and stay tough till this war is won. As W. S. 
Weir of Lord and Thomas said: 
‘To hell with bluebirds. Tell me there'll be vultures and a deathly 
silence over Berchtesgaden. I'm bored with keeping a stiff upper lip. 
I want to develop a stiff upper cut. I'm tired of being made to feel sad. 
I want the experience, the purging, marshalling, driving experience of 
being made to feel mad. Fighting mad! You get me?” 


PART III — POST-WAR SELLING 


What will happen after the war is anybody's guess and unquestionably 
there may be many changes in our ways of maufacturing and doing business. 
Let us hope so. 

What can we see ahead? For one thing it seems likely that much war 
legislation will remain, where it is felt that the same regulations would 
benefit a peace time economy. Some Controllers will probably remain in the 
saddle for some time. It may be that we will have a greater appreciation of 
the rights of labour and that they will take a more important part in the 
councils of management. It may be that we will greatly decentralize our 
big industries and bring the people closer to the country and fresh air. 

But what of the problems of sales management that loom ahead? There 
are three important ones. An old science is brought to salesmanship and 
after the war, it will be greatly developed by specially trained men. I refer 
to aptitude testing. This is new to Sales Management here, although it has 
been greatly used in the United States. 

Obviously, we could not develop an even and hard-hitting sales staff 
with prewar methods of employment. The result was nearly always the same 
in selling organizations. A sales staff was usually formed to consist of 
one-third good, one-third fair and one-third poor. If one group was removed 
or dismissed and an equal number of men employed at our usual happy-go- 
lucky methods, we soon found that our staff consisted of one-third good, 
one-third fair and one-third poor. 

Will this be corrected with aptitude testing? No, not entirely, because 
some men are always slower than others but where a fair trial has been given 
to these employment methods, more even results are obtained and totally 
unfit men are not taken on the payroll. 

The second problem concerns idleness and here we have something more 
difficult. Our fellow citizens are great buyers which has led us to think that 
we must be great sellers. The facts dispute that conclusion. About 65 per 
cent of motor cars sold to-day are bought by people who walk unsolicited 
into dealers’ places of business. In all lines supposedly dependent on sales- 
manship, about 70 per cent of sales are not strictly sales at all, but purchases 
made on the initiative of the purchasers. But that is not the whole story! 
70 per cent of the goods that are sold by salesmen, are sold by only 20 
per cent of the salesmen. If you work that out, you will find that 80 per 
cent of the salesmen share a minute 9 per cent of the business. That is a 
serious state of affairs. Some day we will correct that situation. 

What is the secret of the successful 20 per cent? Well, they work in 
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an intelligent manner. They make customers rather than sales and turn 
more and more to something that might be called social service. They 
create intelligent buyership. 

The third problem is the cost of distribution. With 59 cents of the 
consumer's dollar going to distribution, it is indeed time to think of applying 
manufacturing efficiency to selling methods. We have found that we can 
make more than we have been able to sell. Manufacturers have approached 
their problems scientifically. Sales Management has used catch-as-catch-can 
methods except possibly for the increased efficiency of our advertising. 

The production end of business spends $300,000,000 a year in engineering 
and chemical research. The marketing end spends about $4,000,000 a year 
in marketing research to learn how to sell what the production end makes 
as a result of $300,000,000 spent for industrial research. Does that ratio 
of 75 to 1 make sense? 

A breakdown of the 1940 industrial advertising dollar as spent by 345 
companies in the United States shows that only one marketing research 
dollar is spent by industrial concerns for every 419 advertising dollars. And 
we only spend two cents for advertising out of every dollar we take in 

What is this market research? It may be answered by five questions. 

(a) What is our Market? 

(b) How does our Market buy? 

(c) How do we stand with our customers ? 

(d) Is our distribution effective ? 

(e) What might we sell to-morrow that we are not selling to-day? 

This means applying the Chinese theory of medicine to maintain market- 
ing health, not giving heavy doses of marketing research when business is ill. 
It means continuous research put to work. 

An example of such careful planning will be of interest to you. In 
June 1941, during the Victory Loan campaign, a careful analysis was made 
on the opening day to test the familiarity of the public with the Victory 
Loan campaign. From this limited survey, it was possible to round out 
many publicity activities with the result that a second survey two weeks 
later, showed a penetration beyond expectations and well balanced. The 
report showed that the loan had effectively reached the adult, had made a 
strong and favourable impression upon them and had convinced them that 
it was their loan. The sales well substantiated the report. 

I would close with a note of warning. Recently in this country, there 
has been a tendency to let the Government do everything for us. Do you 
remember the story of the little fellow on the curb with his feet in the 
gutter? He had a pad on his knee and he was busy writing. He was asked: 
‘What are you doing, Buddy?” 

He says: ‘““Writin’ a letter.” 

“Who are you writing to?” 

He says: “I’m writin’ a letter to myself.” 

“Well, that is interesting. What are you saying?” 

He says: ‘How do I know? I won't get it until to-morrow!” 

Let us not let the Government do everything for us. Let us show leader- 
ship in our own field and all will be well. We have the people, the country 
and everything we need to once again reach and surely exceed the high stand- 
ard of living we once enjoyed. It’s up to us all. 
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Cost and Industrial Accountants 


There is no time like the present to commence preparations 
for the spring examinations in Bookkeeping, Accounting, 
Cost Accounting and Business Organization and Manage- 
ment, held by the Canadian Society of Cost Accountants 
and Industrial Engineers. The Shaw course will prepare 
you for these examinations and a postcard will quickly 
obtain complete information. 


PREPARE NOW 
DO NOT DELAY 
Write 
SHAW SCHOOLS LIMITED 


BAY AND CHARLES STREETS 
Toronto 








and try 
THE SHAW WAY 
THE SURE WAY 





A SANADIAN IN SS) + U-RLOE 























ADVERTISERS 


THIS PUBLICATION IS MAILED MONTHLY TO AP- 
PROXIMATELY ONE THOUSAND MEMBERS AND 
SUBSCRIBERS CONSISTING OF BUSINESS EXECU- 
TIVES, ACCOUNTANTS, COST ACCOUNTANTS, OF- 
FICE MANAGERS, ETC. IN SHORT TO THOSE YOU 
DESIRE. TO REACH. ADVERTISING RATES WILL BE 
SENT ON REQUEST AND ENQUIRIES SHOULD BE 
ADDRESSED TO 


The Secretary, 
Canadian Society of Cost Accountants & Industrial 
Engineers, 


600 MacKay Building, 
66 King Street East, 
Hamilton, Ont. 





























185 





COST AND MANAGEMENT 








HANDISET 
FORMS 


As shown in the sketches, Handiset 
Forms are multi-copy business 
forms, with fresh, inexpensive car- 
bon paper already interleaved. Come 
in unit sets with carbons and forms 
glued at stub. 

After typing or writing, the forms 
and carbons are snapped apart— 
carbons remain affixed to stub— 
forms loose. Copies which require 
additions or extensions may be left 
with carbons aftixed—for subsequent 
typing or writing. Fingers neve 
touch carbons. Used for typed 
records in any typewriter, billing 
machine, accounting machine or 
tabulator—or tor handwritten rec- 
ords, loose or in books. Eliminates 
all carbon stuffing, jiggling in align- 
ment and unshuffling. 
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President's Annual Report to Cost and 
Management Institute 


Gentlemen: 

I have the honour at this time of presenting the first Annual Report to 
the members of the Cost and Management Institute. 

We were fortunate to be able to carry on as a continuing body even 
though we started new as to name, and, as I address you as members of the 
Cost and Management Institute, I address you also as members of the Cana- 
dian Society of Cost Accountants and Industrial Engineers. 

The foundations of our Institute had been well laid, and I came into 
office riding on a wave of enthusiasm created by the untiring effort of older 
and wiser members of the Canadian Society of Cost Accountants and Indust- 
rial Engineers, who were responsible for the establishment of the Institute. 

We have carried on, to the best of our ability, the same type of program 
which has become identified with our activities. We have striven only to 
refine and advance this program as we seem to detect prior weaknesses and, 
for the record, I wish to report on these matters at this time. 

It was our thought that the main purpose of the Institute is to educate 
its members in matters of cost and management, and to that end the lectures 
and discussions during the session have been kept strictly within the bound- 
aries of this conception, except for the address by Mr. MacMillan at the 
Opening Dinner. We tried to bring this matter of education home by 
dividing the lectures into two series, one on cost and one on management, 
and we were very fortunate in obtaining for each of these series speakers of 
an unusually high ability, so that I think we can say with sincerity that our 
knowledge and conception of cost and management has been advanced, 
because of our efforts during the past year. 

In addition to the regular lectures, we have furthered the cause of 
education by carrying on a series of talks on Industrial Legislation at each 
of our lecture meetings. These have proved to be interesting as evidenced 
by the discussion which the talks have provoked. 

As you are now well aware, we have paid strict attention to meeting 
time schedules and with the exception of one meeting, when our speaker 
was late, every session has opened at the advertised time, within a variation 
of one minute. This has contributed considerably to the general promptness 
and there have been very few interruptions at our meetings because of late- 
comers. 

We were fortunately able this year to use the facilities of the Faculty 
Club for our meetings, and I believe the reaction of the members to the 
change has been on the whole a pleasing one. Attendance has been excellent 
In spite of the many demands of the war and war conditions upon our mem- 
bership, the average attendance up through the meeting of April 24th has 
been 57. 

A new feature of the year’s activities has been the introduction of a 
Council Meeting regularly at 5.45 p.m., preceding each lecture meeting. 
This has certainly been of great help to your President, who has found the 
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THE DEATH OF GEORGE BOWDEN 


Council always most sympathetic, interested and wise in their decisions. 
Fortunately, we have not always agreed, but it can be said that there has 
been nothing but full co-operation among the Council merabers, and the 
decision of the majority has become the policy of the Institute. 

During the year we have taken in 37 new members, — 19 General, 14 
Student and 4 Non-Resident. A few resignations counteract some of these 
additions and our membership to-day is 196, made up of 3 Honorary, 51 
Certificated, 107 General, of which 41 are non-residents and 35 student 
members. 

I wish to publicly acknowledge the tremendous support given me by 
the members of the Council, and to suggest to the membership of the Insti- 
tute that whatever degree of success we have had, not only during this year 
but in past years, should be attributed to these faithful members of the 
Council, who continue to give largely of their time and effort to the affairs 
of the Institute. On your behalf, I extend to them your hearty appreciation. 

We have been extremely fortunate in having as our Assistant Secretary- 
Treasurer and Registrar, Mr. Randall Herron. Unless you had actually had 
the experience of being the chief officer of this Institute, you would not 
appreciate fully the burdens which Mr. Herron has assumed and carried out 
so faithfully throughout the year. Add to this faithfulness of performance 
a good nature second to none, under all conditions, and you have a good 
picture of your Assistant Secretary-Treasurer. He deserves the appreciation 
and thanks which I now also give him on your behalf for a job well done. 

Having devoted my report so far to the expression of satisfaction with 
the affairs of the past year, I must conclude with an expression of dissatisfac- 
tion that we have not been able to go further. I feel distinctly that the 
Institute has a real place to fill in Canadian business, which is not filled by 
any other professional society. We lifted our sights when we formed the 
Institute. Let us lift them again next year, and each year that will follow, 
so that we may in due time establish standards and practices for the pro- 
fession of management that will be a guide and a pattern throughout the 
North American Continent. 

Respectfully submitted 
PAUL KELLOGG, 
President. 


It is with sincere regret that we learn of the passing of our Past 
President and Life Member, George Bowden of Montreal. The funeral 
was held on Wednesday, May 13 and practically the full Council and 
Board Members in Montreal attended in a body. George had been 
ill for quite some time and during the past few years had not been 


able to devote his energies to the work of the Society as he so ably did 
prior to his illness. No man in our Society was more honestly liked 
for his sterling character and despite his absence from our activities 
for some years he kept in close touch with us. His passing creates 
a void that will be hard to fill and all members who knew him will 
join in an expression of deep sympathy to his sorrowing widow. 
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“Cost Plus” Contract System in Australia 


Reprinted from The Federal Accountant 


The Second Progress Report of the Joint Committee on War Expendi- 
ture investigating the “Cost Plus’ Contract System was recently tabled in 
Parliament and proposes important changes. Stating that the proper admin- 
istration of munitions production on a cost-plus basis is completely depend- 
ent on an efficient costing system, the report states that ‘the committee is 
convinced that such a system does not now exist, and that reorganization, 
as recommended in paragraph 21, is essential. Efficient costing provides the 
best gauge of efficient production. The matter should be treated as urgent, 
because every failure to achieve a minimum basis of cost involves the Com- 
monwealth in further additions to its heavy expenditure programme. 

The Committee agrees with the generally expressed view of witnesses that 
so long as the war lasts some form of cost-basis contracts for armaments and 
munitions involving manufacturing processes new to Australia is necessary; 
but it considers that, once a cost has been well established by experience, 
there is no need for the continuance of the arrangement in its original form. 
Munitions production, however, is a matter of such national concern that 
even on fixed prices some form of check of profit is desirable, and it favors 
“a variety of ‘maximum price’ contract,” with each element of the contract 
under control — cost of material, cost of labor, cost of overhead, profit. 

The reorganization of the costing branch, it is added, should make pro- 
vision for a more intensive check of sub-contractors’ costs; and in matters 
concerning wages the co-operation of an industrial inspector to assist the 
costing authority is suggested as a valuable aid. 

Touching on the need for continuous work in the munitions establish- 
ments, the report states: “It is trite to say that war conditions are not normal. 
The working week is no longer of 40/44 hours; it is generally of 124 hours 
and upwards. Wages have been loaded and prices of materials have in- 
creased, both adding to production costs; volume of turnover has doubled 
or trebled. Therefore, a profit margin quite reasonable in normal times 
may, in the new circumstances, be unjustifiable. 

“It is with these facts in mind that the Committee has set out to ascer- 
tain the cumulative effect on the finances of manufacuring companies of 
continuous cost-plus work.. The task is not easy. It involves considerable 
research in the books of a large number of companies, the computation in 
each case of the ratio of defence to civil orders, and a comparison of present 
profits with those made under pre-war conditions. Considerable adjustment 
of the figures ordinarily used in trading accounts is necessary before this 
basis of comparison can be fairly established. Finally, the ratio of profit to 
capital employed can be assessed. This heavy programme of work is pro- 
ceeding. A number of companies engaged in war production have complied 
with the Committee’s request to produce trading and profit and loss accounts 
and balance sheets covering the accounting period from two years before 
the war up to the present time.” 


The extent to which depreciation should be allowed has been the sub- 
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ject of much discussion, and the disallowance as an overhead charge of 
interest on capital and on borrowed money has also been much criticized 
These matters will be the subject of further enquiry by the Committee. 

The question of special discounts allowed to purchasers of munition 
materials is another matter to which the Committee has not up to the present 
given more than passing attention, but full investigation of this phase is to be 
undertaken. 

Certain matters related to rates of wages now being paid in munitions 
establishments, and stated not to be in accordance with the policy of stand- 
ard rates adopted by the Government, are also engaging the attention of the 
Committee and will be reported upon later. 
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ATTENTION! 


From time to time we receive requests from our 
Western Chapters to have Eastern members who may be 
visiting the West, call on our Chapters there. Any mem- 
ber who can address the Chapters and is willing to do 
so will be doubly welcomed, but members who merely 
wish to pay a courtesy call will receive a royal welcome. 
Remember the fellows out West are far away from Head- 
quarters, and a visit on your part when in the vicinity 
will do a lot to help them. 
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